
· . .

(b) Ezcept u provided tD eeet10D1 223
tbroqh 22'J of tbiI tttle. DIclmlft, aDd leCtion
332 of tbJa We. ad mbJect to the PI'OVtIloDI of
1eCtt0D 101 of tbJI title aDd m-hc:bapter V-A of
tbJa chapter. DOtbiDI III tbJa chapter Ib&11 be
CCIDItrUed to &PPJ7 or to lift the Commt.OD
Juriadlction With reIpect to (1) c!W'IeI. d'ntfJ•
rationa, practiceI. .me.. 1acI1ltlel. or ,.wa.
tiOIII 10r or ill tGDDeCtIOI1 wtth mtrut&te cam
IIltmieetton aenice by wtre or radio of au cam
ere or (2) &II)' ClU'I"ier ..... m IIlterlt&te or
10reiD MlDm1mtcaUOD 1Olel)" tbI'ouP~
ccmnectioD With tile 1acI1Itt. of aDDther carrier
DOt direct11 or JDdtrec:tl7 CDDuoDtnr or COD
traDed bJ. or UDder dtaect 01' 1DdIreet MlDmcm
caatrol Witb .ucb. ean1er. or Ca) ... camer tID
and tD IIlteneUe or 1orei11l·O"'"'m1mieetloD
101eb' tbroucb mDDeetkm b, radio. or b, W1I'e
aDd radio. Witb 1acIUUeI. located III aD adJo!Dme State or ID ""'·dl.or Mezico (where they
adjom the State ID WhIcb the CU'I'Ier • dotDr
btwtDeill. of &DOtber carr1er DOt directly or Ira
c:U%ectb' CODtmDtnr or caatroDed bJ. or tmeler
CUreet or JDdireet MlDmOD caatrol with aucb
carrier. or (4) au carrier to whicb cll" (2) or
claU8e (3) of tbJa nbncttcm would be QPUeeble
ezcept 10r fumi·htnr iD~ aobDe radio
cnmm1micaUcm .. ,toe 01' radio Ml!!mUDicatlcm
Mn'tce to lIIObDe IC&UoDI aD 1aDd ftbicl. bl
canada or lIez1co: aoept that ..ctt0DI 201 to
201 of tbiI Ut1e aba1L acept u otbeJ*.~
YIded tberem. &PPb' to carriers cleIcr1bed III
c1aURa (2). (3). aDd (4) of tbJa mblecUcm.







rier ma~vide for \'irtu&l collocati~ if the local ~ch'nee
carrier emamtrates to the State cmnm'lI1OD that physical col
location is not practical for t«hnjcaJ NUOI1.I or becaUM of
~ limitatiOI1.l.
(d) 1MP1.EMENTATION.-

(1) IN GENEJW..-Within 6 montba after the date of enact
ment of the TelecammUDicatioDa AI:t of 1996, the Commi'lian
shall complete all aeticma DeeeuaJ7 to establish reJUlations to
implement the requiremenu of tbia leCtion.

(2) ACCESS STAHDARns.-lD datermiDiDr what network ele
mmu mould be made &ftilable for puI1)OMI of IUbaection
(eX3), the Commj'IiOll Ih&ll ommder. at a minimum, wheth
er-

CA) ICC'. to aw:h network el,menta u are proprietary
in nature iI nec....J7; aDd

(B) the failun to~ Ieee•• to wch network ele
menta would impair ttia abi1it1 of the te1ecommUDicationa
curier ..kin, ICC'•• to pnmae the Mn'icea that it Neb
to offer.
(3) PliaDVATION OF STATE MXJ'SS BEGtn.A.TJOMS.-lD pre

ICribiDr ad tmfon:iDl ~tiODI to implement the require
meDU Of tbia I8CtioD. tbI Cammjuiem aha11 nat preclucie the
~~tofa, nplatiem. order. or policy of • State cam
m' M'em tbat-

CA) eItIbUI- UClI. ad imen:aImection oblipticma
at local nrbanp e:am.n;

(B) iI c:oUi8tct with tbe requiremeDta of tbia 1eCtioD:
. ad

CC) cIoeI DGt aubawlti.aUy ..e.eDt implementation of
the nquiremeata of tbia -=daD and the JNZlIIOlel of tbia

Ce) ~GADImmr1'BA'l'ION.-
(1) Co""'M'ON AtmIOJUTY AND JVBJSDICTJON.-The Com

miuiOll ahaD create or cleeipate ODe or more impartial entiti..
to Idmini... telecaamnmicatiou numberiD£ .ad to make
such Dumbers afti1able GIl ID equitable buis. The Commiuion
IbaIl haft ad...~ emil" thole par'tiou of the
North Americ:aDN~ P1aD that pert.ain to the United
StateI.N~mtlU ph aba1l preclude the Commia
aiaD from~ to emmmm;ujona or other entiti.. all
or _,~ or IuCb jul'iIdictiOD

(2) CosTs.-The CIOE of .-aNi.bin, te1ecammUDicatioDl
~ admiDiItratioD &lftlllWllleDta aDd Dumber port
abiJity IbiD be bonae by aD taJammUDicatioDa curiel"l em •
~, neutral bail u ........ifted by the Commjssion.
(I) OMS, S'usPl:NsJONS, AHJ) JlODD'ICA'l'IONS.-

(1) EJ'1:uPl'JOH POa CDTAIN alJUL TELl:PHONE COMPA-
MII:I.-"

CA) EJ'1:uPl'JON.-8ubl.ctiOD (c) of tbia ""Cticm Iball
DOt appl, to • rural~ CDlDpml' Wltil (i) IUCh cam
pa, Du recm.d a baria fide nqueIt far mtercDDDectian,
......, or Detwark elemenia. aDd eli> the State~
IiOD det.ermiDa (UDder~ CB» that IUCh roe
qu- ia DOt wulul, eamoiDicaUy -burdmIome, iI tech-







c:ommUDications carrier or carriers without reprd to the
standards set forth in subsections (b) and (c) of section 251.
The qreement shall include a detailed schedule of itemized
c:harps for interconnection and each aervice or. netw~rk ele
ment included in the agreement. The qreement. meluding any
interconnection qreement nerotiated before the date of enact·
ment of the Telecommunications At:t of 1996. shall be submit
ted to the State commission under .ubaection (e) of this sec
tion.

(2) MEDlATION.-ADy party Deptiatiq an qreeDleDt
UDder this Mction may, at aDy point in the ne,otiatioD, uk a
State commj••ion to participate in the neptiatioD and to medi
ate aDy differences &riIiDI in the COUI'M of the neptiation.
(b) AGItEEMEN'I'S ARJUVEI) AT THBoUGH CoMPtJLSORY ARBITRA

TION.-
(1) AR.8lTBATJON.-Duriz2c the period from the 135th to the

160th day (iDdusi...>after the eWe an which an incumbent
local ncMnp carrier rec:eivea a Nquat for DeIOtiation under
thiI MCtion, the carrier or aDy other party to the neptiation
may petition a State commjuion to arbitrate any open iuues.

(2) Dt1rY OF PElliiOND.-
(A) A part)' that pItitionI a State commie.ion under

parqraph (1) Shall, at the am, time u it submits the pe
tition, pnmde the State commjnicm all relevant docu
meDwticm CODcemjnl

(i) the ~lftd iuueI; .
(il) the poGUon of each of the parties with respect

to thole iaues; Uld
(ill) aDy other iaue diIcu.ued aDd resolved by the

parties.
(B) A party petitioninl • State commiuian under

parqraph (1) Iha1l provide a copy of the petition and any
doc:WDeilwtiOD to the other party or partia not later than
the day on which the State commiuion receives the peti-
tion. .
(3) 0PP0JmJNm" TO RESPOND.-A DOIl-petition.iDr party to

a neptiatiOD UDder this MCtiOll IDay rapond to the other par
ty'. petition aDd provide such additional iDformation u it
wiaha within 25 daY' after the State commiuion receives the
petitiOll.

(4) Ac'rJON BY S'l'ATE COIOGSSJON.-
(A) The State commiaiOD lhall1imit ita amaideration

01 aDy petition UDder parqraph (1) (aDd any NSpOIlIe
~) to the iuues .. forth iD the petition and iD the,.paue. ifany, filed UDder puapaph (3).

~) The- State c:ommiMion IDay require the petitioniDI
party aDd the JWPODdiDI party to pnmcle such iDforma
tion U IDay be DeC:Ulary for tM State commiuioD to reach
• ~.ion OIl the UDN8OJ..a i8ues. If aDy put)' refuMs or
faDS ~aably to zwapcmd OIl a timely buia to aDy rea
IOIIable nqueat from the State commiuion. then the State
CDI'IUDiaiOll IDay pracud OIl the buY at'the belt iDforma
tioD aftilable to it from wba&ftW IOUftII deri'9eci.





m to preclude arrangements that a1ford the mu
tual recovery of COlts tbrou,h the otraetting of recip
rocal obllptioDS. includ.i.DI arra.nrements that waive
mutual recovery (such u bill-and-keep &rr'&IlJements );
or

Cli) to authorize the Commi"ian or any State cam
misaion to mpp in uy rate J"eIU1,ation proceeding to
establish with particularity the additional caSts of
tra.nsportiDr or &ermiDatiDI calls. or to require car
rien to maiDtam recorda with respect to the addi
tional COItI of IUCh calla.

(3) WHOt E'S:6U PRICES FO. m P:COlOroNICATJONS SEJlV
ICES.-For the JNI1)OMI of MCtioD 251ecX4). a State commis
sion shall detenDiDe wholeuJe rata on the bam of retail rates
charred to subIcriben for the te1ecommW1icatioDl Mrrice re
qu'" ez.clucliq the porticm thereof attributable to any mar
ketiDl. bimna, coD.ctioD, IDd other COItI that will be avoided
by the local arb-».. carrier.
ee) APPaOVItJ. BY STATE COIOOS!!ON.-

(1) APPaovAL JtEQUDED.-ADy iDten:aImec:tion qreement
adopted by DefDtiaDcm or ubitraticm ahaI1 be submitted for ap
proql to the State c:ommiphm., A State mmmjlmon to which
an qnemct iI submitted aba1l appro•• or reject the qree
ment. with written muUnp u to lID~de1icimc:ies.

(2) GBOUNDS FOa UJECTJON.-Tha State commiuion may
only reject- .'.

(A) an &lfWlDCt Cor usy porticm tbereof') adopted by
DeIOtiation UDder 1Ub••ction Ca) if it !Dda that-

(i) the &lfWlDCt (or portioIl thereof) diac:rimi
utes apiut a te1ecDlDlDwW:aWml carrier not a party
totbe~t;or

. Cli) tM izDpJemctatioD of such qreement or par
tUm iI DOt CODIiI1:ent with the public iDterMt. CODven
ieDCI. usd Dec:euity: or
(B> aJ1 qrHmtIDt (or my porticm thereof) adopted by

arbitraticm UDder .u.etioD (I) if it bets that the qree
maDt doH DOt meet the requi.remats of section 251. in
dudiDa' the rqulaticms~ by the Commiuion pur
suet to aec:tiOD 251, or the ItDdarda Mt forth in sub
MCtioD (d) of this MCtion.
(3) PusDvATJON OF AUTHoam.-NotwitUtaDdin , para::r (2). but subject to MCt.icm 253,~ in thiI MCtion
~ PI'Ohibit a State commj'liaD from Mtab61biD, or enforc

iDe other~~tI of State Jaw in itt rniew Of an acne
meDt. iDclUdiDI requiriDf compUaaC8 with iDtrutate tale
c:ommUDic:atiODI Mnice quality I&aDdudI 01' requirements.

(4) SOI!:nt1t.E POll DECJSION.-If tM State commj1mOD does
-DOt act to ~IO'. or reject tbe qnemat withiD 90 clays after
mbmiaion tbe~.. of aD~t adopted by DeCOU.
tiOD UDder 1UbMcti0D Ca). or within 30 cia,. after lUbmiuion
by the pati~ of &11~ adopted by arbitration UDder
aubMction (b), the ."eemat Iba11 be cleemed appro.ect No
State court aba1l haft juriadiceion 10 r.," the WaD of a





(I) CONSOLIDATION OF STATE PROCEEDINcS.-Where not incon
sistent with the requirements of tbia Jv:t. a State commiuion may.
to the utent practical. consolidate J)I"OC8ediDp under sections
214<e). 251m, 253. and this MCtion in order to reduce administra
tive burdens on telecommunications camen. other parties to the
proceeciinp, and the State commiuion in c:arryiDJ out its respon
sibilities under this M.

Ch) FILINC REQUIRED.--A State commjuion shall malte a copy
of each qreemeDt approved UDder wblection (e) and each state
ment approved under subleCtion en available for public inspection
and co~within 10 cia,. after the qreement or statement is ap
proved.. The State commiuion may cbarp a reuonable and nOD
dilc:rimiDatory fee to the parci. to the q:r6!IDent or to the party
fUiDr·tbe statement to c:cmtr the coati otappto'iD1 and filiDI.uch
qreement or statement.

(i) AVAlLABJIJTY TO OTH:D TELECOMMUNIcATIONS C.uwEJtS.
A local ncban .. carrier Jhall make aftilable any iDtel"COl1DeCtion,
Mmce. or DetWOrk element proYided UDder aD qreement approved
under thiI MCticm to which it is a paft1 to aDy other requestinr
telecommUDicationa c:anier upon the aame termI aDd conditions as
thaM provided in the qnement.

(j) DEnNmON OF lHCUIGIN!' LocAL ExCHANGE CAJWEJl-For
purpa.es of thiI HCtion, the tenD IIjncumbeDt local acbanp car
rier" baa the me-niDI prcrrid.d in MCtion 2S1(h).
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IN THE UNITED STATES COURT OF APPEALS
FOR THE EIGHTH CIRCUIT

GTE Service Corpora~ion, GTE Alaska
Incorporated, GTE Arkansas Incorporated,
GTE California Incorporated, GTE Florida
Incorporated, GTE Midwest Incorporated,
GTE South Incorporated, GTE Southwest
Incorporated, GTE North Incorporated,
GTE Northwest Incorporated, GTE Hawaiian
Telephone Company Incorporated, GTE West
Coast Incorporated, Contel of California, Inc.,
Contel of Mirmesota, Inc. and Contel of the
South, Inc.

Petitioners,

v.

Federal Communications Commission and
United States of America,

Respondents.

)
)
)
)
) Case No. _
) (DC Circuit Case No. 96-1319)
) (Consolidated with Case No. 96-3321)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

SUPPLEMENTAL AFEIDAVII OF DENNIS B, TRIMBLE

STATE OF TEXAS §
§

COUNTY OF DALLAS §

Dennis B. Trimble, beillg duly sworn according to law, states as follows:

1. My name is Dennis B. Trimble and I am the Assistant Vice President - Marketing

Service (Acting) for GTE Telephone Operations ("GTE" or "the Company"). In that capacity I
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am responsible for, among other matters, analyzing the demand characteristics of GTE's

regulated product offerings and developing costs, prices and associated tariff filings for all of

GTE's regulated services, inclusive of tariff filing activity with the FCC.

2. I have over 20 years experience with GTE. During this time I have held various

positions throughout the Company, almost all related to demand analysis, market research,

forecasting, and/or the pricing of regulated telecommunication services. I have a B.A. in

Business (1970) and an M.B.A. (1973) both from Washington State University. In 1972, I

became an Assistant Professor at the University of Idaho, where I taught courses in statistics,

operations research and decision theory. From 1973 through 1976, I completed course work

toward a Ph.D. degree in Business at the University of Washington, majoring in quantitative

methods with minors in computer science, research methods, and economics.

3. I have reviewed in detail the Federal·Communications Commission's ("FCC")

First Report and Order in CC Docket No. 96-98 which was issued on August 8, 1996. Among

other things, the First Report and Order establishes (at 1111 789-827) default proxy ceiling prices

that are to be used after an arbitration proceeding as the price for unbundled network elements

unless a state regulatory agency has completed its review of studies that comport to the FCC's

prescribed, new costing methodology.

4. I previously provide~ an affidavit (Original Trimble Affidavit) that was attached

to the Joint Motion of GTE Corporation and the Southern New England Telephone Company for

Stay Pending Judicial Review filed with the FCC ("GTEISNET FCC Motion"). The Original

Trimble Affidavit had two main purposes: (i) to describe the GTE cost studies submitted in a
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Florida Public Service Commission ("FPSC") proceeding that were used by the FCC in

developing a proxy for the outcome of a study conducted according to its new cost methodology;

and (ii) to compare the forward-looking cost studies typically prepared by GTE with the new,

forward-looking costing methodology required by the First Report and Order. To recap that

discussion, GTE's forward-looking cost studies use a Total Service Long Run Incremental Cost

("TSLRlC") methodology. The First Report and Order requires use (at 1f1f 672-703) of a

methodology the FCC calls Total Element Long Run Incremental Cost ("TELRIC"). The

primary difference lies in the allocation of common costs that cannot be directly assigned to a

particular service or network element. GTE's methodology would assign all common costs to

various services dU#ng the pricing process, using a methoCl based on the market-allowed

contribution levels. The FCC's methodology assigns as much ofthe common costs as possible to

each network element if there is any possible reasonable relationship that can be used for

assignment. For the remaining costs for which a reasonable relationship simply does not exist

(e.g., the company president's salary), the First Report and Order describes (at " 694-699) a

pricing development procedure using "reasonable" allocation methodologies (e.g., unifonn

percent markup).

- S. The Original Trimble Affidavit demonstrated that the FCC's reliance upon the

GTE Florida study output as a reasc;mable approximation of the cost estimates that would be

produced by a study conducted using the new FCC methodology was flawed. It further showed

that the result of a cost study based on the FCC methodology will be higher than that of the GTE
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study because a greater amount of common costs are assigned in the costing process, rather than

in the pricing process. Yet inexplicably, the FCC's proxy price ceilings are set substantially

lower than either the purely incremental costs produced by GTE's methodology (that do not

. include common costs), or those incremental costs adopted by the FPSC that allowed a very

small allocation ofcommon costs.

6. The three purposes of this supplemental affidavit are: (i) to discuss the serious

flaws in the FCC's loop proxy price development process; (ii) to compare the results ofcost

studies prepared using the FCC's prescribed methodology that GTE has completed during the

. period following the filing of the GTEISNET FCC Motion with the FCC's mandatory proxy price

ceilings; and (iii) to compare the revenues that would be obtained using the FCC's proxy prices

from an ave~ge residence or business service in GTE's California service area to both the

revenues generated from elements priced at TELRIC and to current average per line revenues.

As the attached Exhibits I and 2 demonstrate, when GTE adheres to the FCC's prescribed costing

methodology, the costs that result are much higher than the mandatory proxy ceiling prices.

Specifically, GTE's loop~ average at least 50 percent laTl~er than the FCC's ceiling~. As

described following, this result is not startling because the FCC based its state\\ide average loop

proxy price calculations on inputs that do not represent actual statewide average loop costs.

GTE's unbundled end office switchi~g~ average at least two-and-a-halftjrnes the FCC's

price ceiling of$0.004 per minute, even when all possible switching features and functions are

not included. Moreover, as Exhibit 3 shows. when GTE compares the revenues that would be
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obtained from the FCC's proxy prices to either the revenues from elements priced at the

TELRICs computed by GTE or to current revenues per line, it is clear that a large gap exists. It

is also obvious that the effective discount from the equivalent retail service price using the FCC

proxy prices is much larger than the discount ceiling established by the FCC for resold services.

7. The First Report and Order specified (at ~ 744) that the rate for unbundled local

loops be a flat, per-month charge. Further, the FCC specified (at ~ 794, Appendix D) the

statewide average ceiling price that a state regulatory agency could adopt in an arbitration

proceeding unless the state commission had completed its review of cost studies that comport to

the FCC methodology.

.
8. The FCC's derivation of loop proxy prices is seriously flawed and cannot in any

way be portrayed as .representative of GTE's loop costs. The FCC used three sets of 6 numbers

(or 18 numbers in total) to calculate the loop proxy price. Eim. the FCC used the loop prices

adopted by 6 state commissions (Colorado, Connecticut, Florida, Illinois, Michigan, Oregon).

GTE does not operate in two of those states, and the state agency decisions in three of the fow:.

other states involved only the regional Bell Operating Company ("BOC"). The FCC's use of

prices developed for BOC serving areaS is surprising on its face, because the First Report and

Order (at n.1877) recognized that there "is a strong (negative) correlation between population

density and the loop costs." (This simply means that the higher the population density, the lower.
the cost, and the lower the population density, the higher the cost.) Because BOC serving areas

are far more densely populated that GTE's serving areas, this alone seriously understates the



6

proxy price that would be representative for GTE. Moreover, the involved state commissions did

not rely upon cost study methodologies that were anywhere close to the FCC's prescribed

methodology.

9. Second, the FCC used the results of two cost models, the Benchmark Cost Model

(SCM) and the Hatfield 2.2 model for the same 6 states. This is also surprising because the First

Report and Order admits (at' 835) that both of these models "were submitted too late in this

proceeding for the Commission and panies to evaluate them fully." And, GTE's preliminary

evaluations ofeach model reveals that both systematically produce absurdly low cost estimates.

The SCM model does not contain the service drop (the wire from the end of the cable to the

customer premises) or other vital loop cost components (e:g., cross-connects, splice pedestal

tenninals, splicing). GTE has already described the numerous shortcomings of the Hatfield 2.2

. model, including the fact that it understates loop costs by at least $8 per loop. (See First Report

and Order at , 831)

10. Ihir.d. the FCC used these 18 numbers in an extremely simplistic calculation

methodology. It calculated a proxy price by averaging the results of two calculations for each

state and increasing that average by 5 percent. The two calculations were the result of

multiplying the SCM and Hatfield 2.2 cost estimates by a so-called "scaling factor." The

"scaling factor" was derived by divi~ing the simple average of the 6 state commission prices by

the sum of the average of the SCM and the Hatfield 2.2 estimates for the same 6 states.
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Mathematically, this is expressed as:

Proxy Price state i = «Proxy Price BCM for state i + Proxy Price Hatfield 2.2 for swe i) divided by 2)

times 1.05, where

Proxy Price SCM for state i =(BCM estimate for state i) times «average of 6 state

prices) divided by (average of 6 state BCM estimates)), and

Proxy Price Hatfield 2.2 for state i = (Hatfield 2.2 estimate for state i) times «average of 6

state prices) divided by (average of6 state Hatfield 2.2 estimates)).

11. Because the state commission prices were not representative of statewide

averages, and were in fact based predominately on BOC data, the FCC clearly erred in relying

upon those prices to compute statewide average proxy prices. Further, because both the BCM

and Hatfield 2.2 models are fundamentally flawed and have not been rigorously review by the

. FCC or by the parties subjected to the results of calculations based upon those models, the FCC

clearly erred in relying upon those cost estimates.

12. GTE's TELRIC cost studies are based upon the methodology prescribed by the

First Report and Order (at" 672-702). GTE fU'St calculated the direct forward-looking cost·of

each network element. GTE then detennined the common costs that could not be attributed to

any particular element or sub-group ofelements. According to the FCC's methodology, these

latter costs are to be allocated to all. network elements during the pricing process.

13. Exhibit I shows the results ofthe GTE cost studies for loops in several states

where GTE serves a large number of customers. The cost developed using a TELRIC
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methodology averages 50 percent lar2er than the FCC's proxy ceiling price. This difference

clearly supports my conclusion in the Original Trimble Affidavit (at ~ 9-14) that the FCC's loop

proxy price is arbitrary and inappropriate because it is based upon a mixture of cost estimates for

only the bare incremental cost of a loop, rather than being based upon a TELRIC methodology.

Further, to assure a proper comparison, neither the proxy price nor the GTE TELRIC results

described above include~ allocation of common costs as the FCC's own cost methodology

requires. Exhibit 2 also shows a comparison of the FCC proxy prices with the output of a new

version ofthe BCM, called BCM II. The BCM II was developed in response to various

criticisms of the BCM. Thus, BCM II should be more reflective of forward-looking loop costs

than BCM. In the ten GTE serving areas, the SCM II estimates are more than double the proxy

prices. This result also supports my conclusion that the FCC's loop proxy prices are woefully

low.

14. The First Report and Order specified (at ~ 412) that the unbundled local

switching network element is to include not only line-to-line and line-to-trunk "basic switching,"

but also all ofthe features, functions, and capabilities, such as a telephone number, directory

listing, dial tone, signaling, and access ·to 911, operator services and directory assistance, all

vertical features including custom calling and CLASS features, Centrex, and any technically

feasible customized routing functio~. The unbundled local switching rate structure is required

to include "a combination ofa flat-rated charge for line ports, which are dedicated to a single

new entrant, and either a flat-rate or per-minute usage charge for the switching matrix and for

trunk ports, which constitute shared facilities, best reflects the way costs for unbundled local
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switching are incurred." ld. at 1f 810. Unless a state regulatory agency has completed its review

of cost studies that comport with the FCC's costing methodology, state agencies are required (Id.

at 1f 815) to set the rate for unbundled local switching "so that the sum of the flat-rated charge for

line ports and the product of the projected minutes of use per port and the usage-sensitive charges

for switching and trunk ports, all divided by the projected minutes of use, does not exceed 0.4

cents ($0.004) per minute of use and is not lower than 0.2 cents ($0.002) per minute of use."

15. Exhibit 2 compares the FCC's proxy price for unbundled local switching to the

results of cost studies prepared by GTE using the FCC's TELRIC methodology. Shown are

GTE's cost estimates for three end office switching cost elements for a number of states where

GTE serves a large number of customers. Those elements are: (i) a~r minute cost to switch a

call; (ii) a per line per month cost for the non-usage sensitive components ofa switch (e.g., line

card); and (iii) a per line per month cost for a representative feature package. The cost element

ofa per line, per month cost for the feature package was chosen to comply with the FCC's

mandate that a rate structure recover costs "in a manner that efficiently apportions costs among

users." First Report and Order at ~ 755. It is~ important to note that the feature package

selected for illustrative purposes does JlQ1 include all of the features, functions and capabilities

that a switch may be capable ofproviding. The package selected includes only many of the most

commonly used features (e.g., Call \yaiting, Emergency Bureau Access, Speed Calling, Time of

Day Routing). Also not included in any of the three cost estimates in Exhibit 2 are the costs

associated with a directory listing or the more esoteric switch features such as customized routing
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and Meet-Me Conference Bridging. The feature package used in calculating the cost for two

states shown in Exhibit 2, Ohio and Wisconsin, did include additional, more advanced features,

just to show the potential cost impact on a per minute basis.

16. To provide a logical compariso~ GTE converted the two per line, per month cost

elements into an equivalent per minute cost by dividing by the average switched minutes of use

per month, including minutes associated with both local and long distance calls. The result of

this calculation is a composite TELRlC per minute cost that is tbree-and-a halftimes the FCC's

l.U2J2CI price ceiling of $0.004, even when ignoring the two states with feature packages that

include extraordinary features. These results confirm my conclusion in the Original Trimble

Affidavit (at 1f, 17-20) that the FCC's local switching proXy price was based upon information

that estimated the incremental cost of line-to-line or line-to-trunk basic switching, but did not, as

.the· FCC's own methodology requires,. include either the costs related to other switch features and

functions, or common costs.

17. Exhibit 3 compares the FCC's proxy price for a combination ofunbundled local

switching and an unbundled local loop (i.e., the reassembled equivalent of local service) to both

the results ofa GTE California ("GTEC") TELRlC study, and to current average revenues per

line inCalifornia. To prepare this comparison, GTE derived the average monthly usage per line,

including local and toll minutes of use, for an average of residence and business lines. This

average number of minutes was multiplied by the FCC's proxy price ceiling of $0.004 per

minute, and that switched usage 'revenue amount was added to the flat rate components that

would also be needed to comprise reassembled local service (i. e., a local loop and a Network
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Interface Device, or "NID"). GTE also derived the current revenues per line for an average of

California residence and business lines, including flat rate local charges, local and toll usage

charges, and vertical feature charges. When the unbundled network elements of switching, a

loop and a NID are combined to replicate local service, the revenues from those elements when

priced at the FCC's proxy rates are approximately~ of GTEC's TELRIC for the combined

service (Exhibit 3, $18.88 compared to $36.35 per month). This comparison of price to cost

understates the shortfall, because by definition TELRIC does not include an allocation of

common costs. Further, the FCC's proxy prices would provide new entrants with approximately

a 60 percent discount offGTEC's current average retail revenue per line in California (Exhibit 3,

$18.88 compared to $46.31 per month). Clearly neither the FCC. proxy price nor the TELRIC

methodology come anywhere close to providing revenues that cover GTE's cost of providing

servIce.

18. Moreover, the 60 percent discount that results from the FCC proxy price cannot

be squared with the FCC's interim wholesale rates. Section 51.611 ofthe FCC's rules requires.

that resale discounts should be "no more than 25 percent." Thus, the FCC's proposed

requirements for its two pricing mechanisms (resale and unbundling) are totally inconsistent.

The potential discount is significantly below the Company's costs and would result in GTE

subsidizing competitive entry.

19. Based upon my review of the FCC's First Report and Order and the results of

studies GTE has conducted using the FCC's own costing methodology, I am conVinced that the

FCC's proxy price ceilings for unbundled loops and local switching are significantly below the
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cost of providing those network elements, and in absolute conflict with §§ 51.319(c)( 1)(C),

51.503 and 51.505 of the FCC's rules.

The affiant says nothing further.

Q.~ :B.~
Dennis B. Trimble

Subscribed and sworn to
before me this 15th day of
September, 1996.

Notary Public

SHMON LONGMAN
fI( CClMSSION EXPHS
SIptImbIr 21. 1.
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